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Chapter 1 

Introduction to Financial Management 


Intro: This chapter discusses the concept scope objectives and functions of financial management We mM 
also analyse the difference between Financial Management and Financial Accounting 




Acquisition of funds 


Raising of capital 


Allocation of fund* and cap.UI ^ I 

with a view to nuuvnrte the value of the n w P J 
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Introdi 


Firm 


Procurement of fur 


FfQ€unm«nf of fund* 


Procurement of foods dec 
■ sources of funds, terms 


i is very critical one ns it requires consideration of tot many fact’ 
I conditions of repayment regulatory aspects cost of capital on 



Allocation of funds 



The financial manager is required to identify situations which require more funds or where funds remain 
idle or where proper use of funds is not made The financial manager ts responsible for effective use of 
funds in such a manner that all funds generate income more than cost of capital at which funds are 

procured 
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A rupee today la more vatoaMe than a rupee after one year lor the tottowmg rattans 


Risk t Uncertainty Present Consumption 

inflation 
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1 Both inoMOuais a no 1 


Due to inflationary 

have kqmcMv for their 
better use Every 

1 1 1" general person* or 1 
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conditions a rupee 

financial deosion 

Mivie <0 emeye I ■ firmC fl rpflT flirffHt 

ur^ertaeitv about 

today represents a 

involves cash flow 


purchasing power 
than a rupee a year 
aJler 

both outflow and 
inflow occumrw at 
Afferent points of time 1 
tor evaluating of 
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idQimont f u ncti o n m a firm a broafif dMM nil 


Treasury functtom manly mcludt the following tasks 

[■ ■ J Financial Planning A r 


cation and Investment i 


Cash Managemem 


Financial Risk Management 
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Finance and Accounting Control functions mainly Include the following t 


Fmancml and Management Accounting 


Budgeting and Budgetary Control 


External Reporting 


ax Planning and Management 


MIS and Interna) control 


J 
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•**** ** Chapter 2 

'"***" Preparation and Presentation of Financial Statement* 



Finanaal Statement 
IVt 210 of Co ft Act 


Secbon 210 of the Company Act 1956 roqmnnfl th# 
preparation and presentation of the Board of Directors 
of the company shall lay at every annual general 
moating of the company 


A Balance Sheet 
end of the penod 

A Profit and Cota 
for the penod 


at the 


A abatement ot financial position (balance sheet) at the 
end of the period 

A statement Of comparative income try the penod for an 
income statement and a statement of comparative 
Financial Statement The following are Ihe incomej 
U'n 129 of Co s Act basic requirement of 

2013 IAS 1 a statement of changes in equity tor the penod 

Notes comprising a summary of accounting policies and 
othar explanatory notes 


Under 
and of 

the annual ganerai it* 


a company shall prepare a consolidated financial statement of the compar 
in the same form and manner as that of Its own which shall also be laid boh 
q of the company along with ttie laying of It* financial statement 
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Schedule III (See Section 


General instructions for preparation of Balance Sheet and Statement of Profit end Lost of a cn rr^anY^ ■ 
Where compliance with me requirement* of the Ad including Accounting StenderdaaeapptiCBbja totne 
companies require any change m troatment or disclosure Including addition amendment ftuoetm/uQin 
deletion in the head or sub>heed or any changes, inter se m the financial statements or waeiernenni 
forming pad thereof the same shall be made and the requirement* of this Schedule Shan stana 
modified e f/ y w dHvify 


Operating Cycle 


An operating cycle is the time between me acquisition of assets for processing end their realization m 
cash or cash equivalents Wharo the normal operating cycle cannot be identified it * assumed to have 

duration of 12 months 
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Motes to accounts 


tdtecto 


jbovmng in 


i notes to accc 


ihare Capital 

Reserves and 
Surplus 

Long-term 

Borrowings 

Other Long-term 
Liabilities 

Long-term 

Provisions 

Shod-tomn 

Borrowings 

Other Current 
Liabilities 

Short-term 

Provisions 

Tangible Assets 

Intangible Assets 

Mon <aji rent 
investments 

Long-term Loons 
end Advances 

Other Non-current 
Assets 

Current 

Investments 

Inventories 

Trade 

Receivables 

Cash and cash 
equivalents 

Shod torm loans 
and advances 

Other currant 
assets (specify 
nature) 

Contingencies 
and commitments 
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Secfcon 
iROA Act 


1 1 of intutanc* Act 

1BW «i >«»o»ci o« bii^^<nKi>JCtaa by Mm and n >»ycl< * r** » > ^ r,, ^ * d * r * njrH 

•hall pmnarr tM foflomng financial siaiamenti at w s*pir*oon of •act' 
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Accounting Regulations and Financial Statements 


IROA (Preparatcn of r t na no e l Stataments and Aodior s Report of Insurance Compa n ies | Reguiatlom 

2002 provide mat 


An mauner carrying on fete 
insurance business shafe 
)mpiy math the requirements of 
Schedule A* to prepare 
financial statements 


An insurer carrying on general 
insurance business shai 
comply w«th the req u irement s of 
Schedule B to prepare 
financial st a temen ts 


The Report of the Auditors on 
the Financial Statements of 
every insurer > re insurer shall 
be In conformity with the 
requirements of Schedule C* 





n» 


furthw pfov«W» (Hat F»innoai Slatamatit* tompnimg i) Balance SNwrf h) Rkmm and 
— H iCa*n Flow SUtwnwni f*roftt A Lcm» Account (SharahcMH*' Account) and Ravunu* 
UW (Po teyhoMow Account) *n«ll to tn conformity with the Accounting Standard* (AS) a*ued t>y thw 
|n*titutn Ot Chartered Accountant* o ♦ India to the extant apptaaMe to Iha n*ur»( accept that 


Accounting Standard 3 


Accounting Standard 13 


Accounting Standard 17 


CntvAnw Slulwntnl ihil bt 
only undvr Omd Method 


Segment reporting shell apply to 

Accounting for Investment shall J insurers irrespective of the 
not be applicable requirements for listing and 

turnover mentioned therein 


Preparation of financial statements - Nfe insurance business 


Revenue Account (Form A - RA) 


Profit and Loss Account 
(Form A - PL) 


Balance Sheet (Form A - BS> as 
per Part V m Schedule A of 
Regulation 3 
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Financial statements for non -4 He Insurers 

Non Ufa insurers shall prepare Financial Statements aa per specified forms such as 


Revenue Account (Form RA I 


Profit and Lou Account Balance Sheet (Form BS) as per 

(Cn#lil0n Pad V In Schedule B of 

irorm hlj Regulation 3 


The said Financial Statements will be prepared in accordance with General Instructions for preparations 
as per Pad III The sold Financial Statements shati be supported by Disclosures Forming Pad of Financial 
Statement* and the comments of Management report as per Pad II and Pad IV of the Schedule 6 
respectively 


Financial statements are to be prepared in the forms and manners aa preserved in the IRDA 
Heg jtatmr'i Revenue Account to be prepared soparotoiy tor Fire Marine & Miscellaneous insurance 
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C««h Flow Sl«(«fntnt 


Cash Flow Statement it useful in providing users of financial slulemants with a basis In as •••*■*• the m»*My 
of the firm to gener ate cash and cash equivalent and lha needs of tha firm to utilise tfwise cash ftorws The 
financial decisions that are taken by users require an evaluation of tha ability of the firm to generate cash 
and cash equivalent and tha timing and certainty of ttwir generation 

In mvuranca industry tha cash flow statement »s of prime importance to the users of tt»e flnann;»l 
stator ents as tha insurance company carries on itak Inking business dealing with an intangible product 
♦ a a promise to indemnify a loss in future as and when accident will occur in cona*fcirat*m of premium 


claims si the 


The insurers need to hove both solvency and liqu*tty sufficiently to pay off their liability for claims at tha 
time of accident i a occurrence of penis Thus an insurer should always prepare a cash flow statement 


and should present It for each period for which financial statements are presented *»’’ per regulatory 
norms and form* As per IRDA regulations Cash Flow statement in an insurance oompany is to be 
prepared in a Direct Method where AS 3 will not be applicable 
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Financial Statomants of Mutual Funds 


Financial Statements of mutual funds or Asset Management Companies are to be prepared In the 
Schedule III Format and in compliance with oft requirements set out in the Schedule III of (he Companies 

Act. 2013 


Financial statements include Balance Sheet. Statement of Profit A Loss Account and 
Cash Flow statement and Notes forming part of accounts 


Notes forming part of accounts shall disclose 0 Share Capital *) Reserves A Surplus Is) Other 
Liabilities (Non-current) AOther Liabilities iv )Provtsionsf Current )A (Non-Current). 5) Trade Payable 
6) Tangible Assets. 7) Intangible Assets fl) Non-Current Investments (Non trade M coal) ACurrent 
Investments (Non-trade) 9) Analysis of Investments Quoted Unquoted 4 NAV 10 Noncurrent 
Loans AAdvoncea A Current Loans A Advances 1 1 I Trade Receivables 12 Cash A Cash 
Equivalent 13 Other Current Assets etc 
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mi Mu Financial Statement* Analysis and Ratio Analysis 


6 :t 


I*'!* l hap !* r ** p, * tl> * • bou * dlflervnt accounting ratios auch aa liquidity ratios, protitabtllty ratios, 
activity ratios, solvancy ratios and market tost ratios 


importance of Financial Statements Analysis and Accounting 




if various figures and data in financial statements are property analysed and interpreted in a 
systematic way the financial statements can provide valuable insights into firm's performance 
and for its future planning 


The ratio analysis based on financial statements is also of special interests to lnv« - 
shareholders, suppliers, competitors, tax authority and regulators etc for a vane y p po 
such as assessing the firm's solvency, liquidity, profitability, growth etc. 


tC 69 Management Accounting 


-frttf fi B D B 8 8 Mill B J) 3) 5 


win fa? Chapter 3 

imtinitr at ImIu financial Statements Analysis and Ratio Analysis 


6 ~ 



Ratios for trend analysis 



Ratios for inter-flrm comparison 



» J 



Ratios for comparison with 
accepted standard 



Ratios for 
Liquidity 
Analysts 


Ratios for 
Profitability 
Analysis 


Ratios for 
Activity or 
T iimover 
Analysis 


Solvency and 
Integrated 
Analysis 


Ratios for 
Capital 
Structure J 

Leverage 


Ratios for 
Growth and 
Valuation 
Ratios 
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Chapter 3 

— — »•* *"— •»*— Financial Statement* Analyei* and Ratio Analyse 


PronubHir> Ratio* 


O^oii RoW Ratio / Oron MiiiQin Ratio 


i) O pe n i ng Rati 


•) Operating PmR Ratio 

I a) Net Pro** iP6T (Ratio 




i) I Return on tnraatmont 

— ■ 4 - 


•) Return on Shareholders Fund 

* 


Proem of Computation 


S an a • Coif of g oods Sold * Sain » tOO 


Alt Operating Eipm#t / Si l t a 100 


Not Operating Incoma t S am a 100 



0 05 


0 15 

— 1 


Not Profit Oof ora Tan / Sato* « 1C 


000 


Not Operating incomo ' Capiat Employed 
x 100 


0 1 


Not Profit after Interest and Tax 
Shareholders Fund x 100 


— 
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Chapter 3 

Financial Statement! Analysis and Ratio Analysts 




II Gross profit ratio espresso* the general profitability and ts expected to be reasonably goorl so ^ t<> 
cover not only administrative expenses and overheads but also return on investment# of the owner 


In insurance sector Underwriting Result ratio which is equivalent to gross profit ratio, it an important 
consideration for nsksetection n*k analysis. risk acceptance and risk rating 


i In general Insurance sector as all policies are yearly contracts the Revenue Account resets ‘ e 
Underwriting profit is very important for deciding the volume and vakie of aech LOB (Una f hots 
and the method ot rating thereof 


Operating Ratio* an «h# ratios between operating expenses (i • Materials consumed labour used 
manufactunng overhead office and selling expenses) and Sales 
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Expense/Operating Ratio 



Ex pens# / Operating 
flalio 

Methods 

1 

Observations 

e) 

Cost of Goods Sold 

Rato 

[ Cost of Goods Sotd 'Not Sales 
x 100 ' 

T otai Production cost ratio 

b) 

i Material Cost Ratio 

[ Cost of materials /Net Sales x 
100 

— 1 
Pad of production cost ratio 

c) 

»- < 

Labour Cost Ratio 

Labour Cost /Net Sales x 100 

Part of production coat ratio 


I Factory overhead Ratio 

Factory overhead cost /Nol 

1 Sales x 100 

Part of production coat ratio 

— - — 

Administrative Cost 
][ Rafio 1 

1 A dm Exp / Net Sales i 100 

Pari of Operating Coal 

0 

ih— 

9) 

L 

I Setting and Distribution 

I Exp Ratio 

I— i 

I Operating Expense 

I MatXi (Totals Of 1 to 0 

1 flti ore) 

Selling and Distribution Exp t 

Net Salas • 100 

(Production Coal * Adm E xp 
< Setting Exp) > Net Sales • 100 

Ax counIWvg 

Part of Operating Coat 

lesser (he ratio greater trie 
(Krifitablkty 
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Commission R/iIkj 


1 


j i 


nl F enact a* Naiio 


These mpemso ratioa are computed at percuntago of respective expenses to earned premium 

Al these ratios are used by vartoua stakeholders Including policyholders stiarehoidera regulator* 
rentuiM marketing lor cat employ*** etc to* their various decisions m reaped of thaw transactions 


leunmc* con* 


Em pen to Ratio* 


Expense Ratioa 

Calculation 

— i 

1 a) 1 Incurred Claim Ratio 

t Net Incurred Claim# / Net premium X 100 


a) V Commission Ratio 

| Not Commission / Not premium X 100 

—i 

a) Management Expense Ratio 

1 Management Expenses / Net Premium X 100 
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i 


Activity rati 


mea»iw Ih. frftacliv***. and rffeacy of the amploym.nl of ttw rawurc of if 

Activity ratioa 


Activity Ratioa Methods 

I Capital turnover f Net Sales / Capua* 
Ratio Emplow1._ 


] Observation* 

| Higher the ratio greater i* the pre 


Total Asset* 

[ Turnover Ratio 

[ Fund Asset i 
Jympv^i Ratio 


[ Ret S 


»t a! assets 


Higher the ratio greater i* the use of a* 
the ratio, greater it the idle capacity of •»** 




I Working Capital 
I Tianovif 
I Inventory 
I Turnover Ratio 


[ Debtora Turnover 
Ratio (Debtors 
V^OCHiLI 


N.I Sale* / ] H«h.7 tt» '«'« O''’* 1 '"' » ,h# 

1 performance of fitted a saetfr — - — . 

I Higher the redo greater m the emptoyn 


Net Sate* / Working 

CfltfjL 


55*t Of 6ooda ioid^ 

Average Inventory* 


and Ht cgntri WHWteire 

an.,rtm tt>0 »B0o tmtU* M Ih. lurnovml and <n 
I of stocks Too large an inventory 


. 


Nat Satet 7 Average 
Debtors 


1 it measures the ratio of Net CRNat * **> io 
leMora Greater the ratio better * tee credit 
| ftjid inveitnifn ljpJjfiQL^ 
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Financial Statamanta Analyala and Ratio Analytic 



Sol vr icy analysis in non-life insurance company is a comparative study between Available 
ScHv ^cy Margin (ASM) and Required Solvency Margin (RSM) RSM is higher of RSM-i and 
RSf 2 RSM-1 is based on Premium Collection and RSM-2 is based incurred Claims 



RSM-1 is determined as 20% of the amount being higher of Gross Prem multiplied by 
specified factor and the Net Premiums 

RSM-2 is determined as 30%of amount which is higher of Gross Incurred Claim multiplied by 
specified factor and Net Incurred Claim 



Market test ratios are mostly used for the listed companies or the companies whose stocks and 
debentures are traded in stock exchanges Present or prospective shareholders are interested 
in increase in net-worth of the company and appreciation In the value of shares in stock market 
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AJirfcnf TmI DUiAt 

Market test ratios are mostly used for the listed companies or the companies whose stocks and 
debentures are traded In stock exchanges Present or prospective shareholders are interested in 
increase in net-worth of the company and appreciation in the value of shares in stock market 


Market Test 
Ratios 

Method of computation 

a) Significance 

Eammgs Per 
Share (EPS) 

RaUo 

Net Profit Available to 

Equity Shareholders / No 
of shares i 100 

a) Very important in estimating the market price of shares 

D) A Low EPS signifies lower potsOte dividend and lower 

market value while 

c) A High EPS indicates better market value of shares 

Pncn Earnings 

I (P/E) Ratio 

Market Value per equity 
share / Earning Per 

Share 

a) It helps in predicting the future market value of the* 

shares within reasonable limits and in ascertaining the 1 
extent of under and over-valuation m the market pnce 

Payout Ratio 

Dividend per Equity 

Share / Earning Por 
[Ratio 

a) Higher Payout ratio may mean lower retention and less jj 

ploughing back of profit 

b> It also indicates a deteriorating liquidity position 

Dividend Yield 
Ratio 

Dividend per Equity 

Share / Market Price Per 
Share 

This ratio establishes the relationship between the market pncej 1 
of the shares and The drvdend paid per share 


J 
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Budget and Budgetary Control 


• vrin 4 m mm* 


and pi 


P#*ttir»t of boduata 


*•1 •rnntiMl m monatary and t or pby%*u%l unlta a% par cnrpnraui guaHi 


rrt Ihn commanciamonl of tho litidgii! p**iod 


i dofwiit* budgal parted 


, approved by ttm corporate management before It la pot to imptomentaUon 

' • 1 l_L— a— 


penodicat review o « actual performance and flndmg out variance* and taking l 

intml tnaaiitfM 


| 1 1 war j | 

tressary control measures 
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ni 


^v-u!nvcontro» system whtch is closely related with budgets secures control over revenue cotocuon 
and^ costs of buemesa and adm.mstraton resulting mlo successful business performance groerth 
,.Z\, .. ln -m the wavs of , (Preparation of Budget Estimates for Business revenue coat and 

nraf (ts°w >E stabuefung^udgets ^rth budget limits on various parameters n, iCompanng 
!^h5SfSK? DetemZg variances on var»u* parameters v) Analysis of variance, 
^awigw^ed Jl mwures for achieving target vti)F«tefl responalblWy for tasme to reach target 


n 


Budgetary Control System In General Insurance Business 


r * * •» prepteatlon of bi^getj^ichisafohnni 


Fast step to> budgetary con trol * i™ protects or activities eaUma 

rj iinanr uii imouiM* lor different products P ^ allocated or budgeted espenditun 


of financial f •source* 
coftoction from 11 


in oontedarjilion of financial resource 


the 


• QN # n period of time 


^FtTUSSSS^Si Accounting 


I ill 


Chapter 4 

Budget and Budgetary Control 




Periodical Review of Budget 


tegration I co-ord*nat»on and control over the budgeted activate* / tupenditura and enable* 
f revenue and results from resources aHocated F very parameter or target set out n the Due 
^ed is reviewed by the committee 



■ 


Adoption of Budgetary Control Mechanism 



its management do 
item whereby actus 
td adapted to the bt 


vtso develop and implement a comprehensive budgetary control technique 
1 1 results are compared with budgets Such technique is periodically 
j sunest philosophy policy and technology development* 


Budget organisation and administration 


The success of Budgetary Control System deponds on a sound system of Budget organisation and 
administration which is being discussed on the following points 
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Organisation Chart 



A well-defined organization chart is a first step towards introduction and implementation of budgetary 

control system 


i organisation chart 
sponstbilrty and repo 


organ 


Is a statement defining functional relationship, d< 
tmg system of executives and employees responsl 
objectives 


■legation of autht 
Ole for accomptisi 


and 


Organisation Chari shows the following aspects 


Functional relationship 
among the responsible 
employees and 
executives 


Delegation of authority 
for carrying out the 
assigned function* 


Functional Head* and 
thee positions in the 

chart 
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xmatlon ol Ouilgef 


get centre lolom to unit (t) responsible V 
reparation of budgets and application ol 
budgetary control 


A tmityet contra may encompass aeveral coat 
center* functioning with responsibilities to 
achieve ttxi targeted /avenue collection, maintain 
wnrfc within targeted cost* and make target profit 
during tfvo budget period 




Formation ol Budg.! commit!.* 


Budget committee generally constat* of senior members of the organisation 
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Officer 


oco 


bud 


ind line up the various functions of Budget Committee in preparation of budget and ftwng 
for various bead* or centers there should be a responsible person called budget officer or 
Aar who will provide data and information to al functional centals and budget committee 


Budgn t Manual 


W very important for the 
y Control System 


A Budget Manual la a document which specifies 
eat of instructiona and guidelines governing roles j 
and responsibilities of persons and the 
pi need ur as providing forma and formats reQuaed 
for prefHit atwn end uee of budgets 
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n m * •tMwTMnt of sourcm and application of fund* % howtng th» analv 
pot4t)on» of an •nbwpnw belwaao two financial penodt or balance sheet 


i of changes w the financial 


r und flow fLM-rnont reveals elaborately inflow and outflows of funds Flow of funds moans transfer of 
economic values from on© asset to another or a liability 


^und flow utiiiemonts determiner how fmed or non-current assets are converted into currant assets or 
haw non -currant liabilities are converted into current liabilities through the process of flow of fund 


i und also moans working capftai which is excess of current assets over current babiUttes Funds » 
Working Capital * Current Assets - Current liabilities 
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Sources and Application of Working Capital or Funds 

The sources of working capftai can be outlined below 


Funds from 
business 
operation 


Incomes from 
Other Sources 
(Dividend/ 
Interest 
Received) 


Fresh introduction 
of capital or Issue 
of Additional 
capital (Equity/ 
Preference) 


Long-term 

Borrowings 


Sale of Non 
urrent Assets 


Application of Working Capital or Funds 


Losses from 
business 

operation 


Dividend paid to 
shareholders 


Redemption of 
Debentures or 
Preference 
Shares 


Repayment of 
Long-term 
Borrowings 


Purchase of Non- 
current Assets 
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ca«h fecMpt* and ca»h payment* (Jan«ft*d according to the lirm * mj*or 
• turflu* 'wunely Opwijting AcJMUa* Inventing Activil** and Financing AcPvtNea during the period at 

'•porting ■ 


Cash 


00 h * fX * and <**"•** deposit* wtth bonks of me 
u>«?f iihonoi until including oversees ones 


office i 


I tie ail 


Cosh Equivalents 


Ceab equivalents aio short term , highly liquid 
-"vestments that am reacftly convertible uto 
Known amount! of cash and which are subject to 
an insignificant nek of changes in value Cash 
Equivalents am held for the purpose of meeting 
abort -term commitment! rather than for 
investments or other purposes 


Example! of Cash Equivalents are treasury bills 
commercial paper* etc 
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Fund Flow and Cash Flow Statements 


6 




Cash Flows 


Cash Flows are inflows and outflows of cash and The deference between the cash inflows and 

cash equivalents it means the inflow of cash aito outflows * known as net cash flow whch can be 

the orgamsation and outflow from It author net cash inflow or net cash outflow 



Operating Activities 


Operating Activities are the principal revenue-producing activities of a firm and other activities that are not 

investing or financing activities 


Following are few examples of flows from operating activities 

0 Cash receipts from sale of goods or services rendered 

* Cash Receipts from royalties, tees commission other revenues 

* C**h payments to suppher*/ service providers 
0 Cash payment to employees 

0 Cash receipts 1 payments relating to future contracts forward commas options etc 

* Cash payments for Tales or refund of taxes or statutory payments otc 


< H Accounting 




Chapter 5 

Fund Flow and Cash Flow Statamanta 




Special llama 


,T> acWmon to genoral classification* aa mentioned above Accounting Standard 3 (Revwed) pmwtea for 
the treatment of caah flows of cartam apacial llama lAo 

+ Fonegn Currency Caah Flows 

* £ draordtnary llama 

* interest A Divdenda 

* Tajiea on Income 

0 Acquisition and Deposits of Subsidiaries and other Business units 
Non-cash Transactions, such as 

* Acquisition of an enterprise by means of issue of shares. 

* Conversion of debt into equity 

* Acquisition of assets by assuming directly related UabAUes 









Chapitr 6 

Investment of Insurance Companies and IROA 
Regulation* 
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Regulations 










I 


m'-rr mw mm Investment of Insurance Companies and IRDA f\ wl, 

Regulations 


Tax Benefits 



Certain divestments enjoy tax benefits white others do not Tax benefits make the investments more 
attractive and gainful Tax Benefits are of three types 


initial tax benefit 

Continuing tax benefits 

Terminal tax benefits 





tnftisf Tax Benefits 





Initial tax benefit refers to tax relief enjoyed by the investor at the time of making investment 





Continuing Tax Benefits 






Such benefits represent tax relief associated with the periodic returns from the investments 





Terminal Tax -Benefits 






A terminal tax benefits refers to relief from taxation when an investment is realised or liquidated 
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Bonds and Debentures 


Bonds or Debentures 


Bonds or deoentures are long-term debt instalments As mentioned earlier the issuers of bonds or 
debentures promise to pay interest at stipulated rate on borrowed amount and refund principal amount at 
the stipulated time on redemption of instruments 


Government Securities 



Government securities indude debt securities Issued by the central government state governments semi 
government bodies of agencies government securities are also known as gilt-edged securities 


Features of Government Securities 


I Government securities are I) risk-free since guaranteed by the govt k) issued at face vakje m) Free and 
I easy trads&My with adequate liquidity etc 
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Different type of Government Securities according to the notifications of RBI 

The different types of Government Securities according to the notifications of the RBI are as Mows 

* Securities with Fixed Coupon Rates 

These securities carry a fixed coupon rate which Is specified during the issuance of those securities and 
that rate remains unchanged during the entire tenor of those securities 

- Securities with Variable Coupon Ratos 

These securities carry a variable coupon rate that vanes with the changes in the base rate 

~ Securities with Embedded Derivatives 

These Securities are rooted with derivatives, such as call options and put options 

* Securities for either the subscription is receivod or the repayment Is made in installments 
These securities are generally issued by way of auction or by pee* announcing a coupon rate Thi* kind 
of security is different from other types of securities as either the payment of the securities is received 
or the payment of the securities is mode in fixed installments 

Zero Coupon Bonds 

These securities are issued by government in discount and redeemed at par 
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Regulatory Provisions for Investments of Insurance Companies 


63 


The IROA m consultation with the Insurance Advisory Committee has made investment Regulation called 
the Insurance Regulatory and Development Authority (Investment) Regulations 2000 on t4th August 
2000. amended severally Now A is IROA (Investment) (5* Amendment) Regulations 2013 


In case of a Life Insurer 


Shareholders' Funds 

representing solvency margin, 
non-unit reserves of un4 linked 
insurance business, 
participating and non- 
participating funds of 
policyholders 


Po4icyho4ders funds of pension 
and general annuity fund al 
Ihotr carrying value 


Policyholders unn reserves of 
unit linked insurance business 
at thee market value 
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;Kt>vta tana of Sac 27 or Sac 27A of lha Insurance Ad 1938 every insurer carrying on buoron of Idol 
mstirance in India aha II invest and al all tines keep invested fat investment m Ifni rnannm at prescri)ed I 

iuiiLWkiLu;, -la, I 




E**ry insurer carrying on Unit linked Insurance Business ahafl invest and at ad times keep invested ha I 
sagragatad funds* a) under Regulation 5(c) (with underlying securities at custodian level) of Unit linked I 
Insurance Business as par pattern of investment offered to and approved by the po«*cybo4den where the I 
| units *n» link nit to categories of assets which are both marketable and actually realisable 


l 7 Manner of Investments applicable to 

Mannar of Investments applicable to Reinsurance Business 




Every Genera* Insurer (inci Heakh Insurer) shall invest and keep invested his investment assets m the] 
manner set out m Reg7 As per Rog 8 every m surer carrying on reinsurance business in India shall i n vest I 
and at ail times keep invested his investment assets m the same manner as set out in Regulations 7 


id OS Management Accounting 





Chapter 6 

Investment of Insurance Companies and IRDA 
Regulations 




■Don 11: Additional Inloroiallon 


Tha Aid horny may, by general or apecial order require bom the insurer* auch 
manner intervals and time limit as may be specified (harem 


other information <n t 



12 Duty to 





shell report to the Authority forthwith the effect or the probabM affid of ay ^ 
4edge which could have meional adverse impact on the investment pome *c 
f on the security of policyholder benefit* or expectations 
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• Constitution or Investment Committee 
• Investment Poftcy 


• investment Operations 

• r . ess oT Umt-tmlied Business Applications and Declaration of NAV 

• L u Management Systems and its Review 

• Audit and Rot rating to Management 

• Category r investment 

•ousts 

Re>; nation 14 Miscellaneous 

Accounting of Investments shall he as per the IRDA (Preparation of Financial Statements and 
Audeor's Racrat of Insurance Companies ) Regulations 2000 and valuation of assets she* be at pe 
^utdeimes issued under those regulations from time to time 

b) The Authority may. by any general or special order, modify or change the application of suf>- 
regutations (3), (4), (5), (6). (7). (8), (9). and (10) to any Insurer either on Its own or on an 
appfccabon made to It 
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Reg 10. 





A Income on 


Bimi 


Downgraded investments, details of Rated Within 30 days of the end of I 


(Qtrty) 

nent of Investment Assets (Life Insurer) (Qtrly) 


\2 

form 3A 

Form 38 

Form 4 

Form 4 
(Pert 8) 

fOtrty) 

Form 4A Statement of Investment Subject to Exposure Norms 

(Part A 8 investee Co Group Promoter Grp Industry Sector quarter 

C) (Qtrly) 

Statement of Investment ReconrAletion (Qtrly) 


am 

Within 30 days of the tnd of the 
quarter 

(General Insurer A Re- Wthin 30 days of the end of the 

mad* 

WShin 30 days of the end of the 
ilM i 


Statement of Investment 
insurer) (Qtrly) 

Erposurw Prudential end Other Investment Norms 
Compliance Certificate (Otty) 

Concurrent Auditor % Certificate and Investment WWun 30 days of the end of the 
Implementation Status quarter 


WShin 30 days of the end of the 


Form 5 

Form# 


Statement of 


m Mutual Funds (Otrty) 


Within 30 days of the and of the 
quartet 

Within 30 days of the and of the 
20 (2A>, 20(28). 2SO) erf Witfmi X <lm» (* V* ** <* *• 

(OUty) 
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Indian Capital Marital 


telro rbm chapter diacuMan about financial System and its componartts aiong a tew pracftcai 
aipadi of fnd*an Capitai Mar* at coopting o4 Equity M**at Date Marta! and Cternranva Mortal 
w»Ih tpaotai emphasis on Regulatory and Statutory Aspects Aasef Pnomg Financial Rita 
Management Mutual Fund and Corporate Oovornanoa 


Financial System imd its Components 

1 


IM fenatrur '«nT» 


I 

Money Mate 


financial Mate! 

_X 


Financed natrtutmna 


r 

Securities Manat 

i 

Now muaa Martei 


l 

Capital Mtetial 

l 


Other Forme Of lendnoA SorrirTWjogs 

Secondary Mart* 
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Capital Market and it» rota 


Capa* Martat • a mmpt pan e# tn* Fnanoaf Martat nit a martutt ter securities troth debt and equity 
«rhe*e enterprise* nduding companies and governments nape their long-term funds 


Capital Mart at - A conatttuant of Financial Mar** 

** System preys a vary important <u*a m acnnomic growth through 


Formation ol capSal 


C an e knn g the havda into (ha 
producton proem of tha 
anlarpnaaa both lor pnrala and 


i largest anuri a of Kmda wte long-term maluntp tay aada oommerce 
h Captal maital matrumant* tvmctton aa capital formation rahicai actng Uauean ainaa lr at 
mparvaa and SfcM a a* drtvar Ire such vehw.la ftsr tfw aatefy and protection at eta aiw lo n 
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Financial mi/tn (a a marital maani (w 
of and axchanpa of financial assets 


PdRtdlKOWY 


i Ml M| 


LoaCoatnnanoaB 


Financial Markets and u* Classifications 

T ype erf financial claims Oekwafy pond of 


nay MaiM | y 

rid Cap4af Oku Market Equity Martel Caafi *■**» Marti* 


Oyan*at>nna( 

structure 

Estrange 
Traded 
Market and 
Over tha 
OOiaUar 
market 
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Tits capiat manat deals *«h ralsOvutv king-tarm (tor more than one year l ftnanoaf natr um en to 

such a* 


Equity Snare* 


Bonds < 


00 Ra 


a of Ifopn 
Kalton and 


Equity S haras I Slocks 


/fly ' fount mi rtatnunents which ignitki i 
t a clean on ttvs pad at tfo corporation a aaa 


Value of equity foam or common *»o».s a considered in vonotis mann a r a • Par value book *au* ami 
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# CxntnbukM Id Ecoromc GfcmiO\ 
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| Can Gwdud 1 1 CipW Own OMumiwl 1 1 CftanQ— m NAV ol 


Sharpe's Ratio 

a a the ran or the not premium to tt>e vanattilfy of return* I standani da^nucr of reUenai 
Sharpes Ratio (SR) • (rp - rf) / crp 
'AtTmn 

rp a Expected Return on fhe P crtRdo 
rf * Rjs* fme Rate of Return 
op * Standard Deviation of portfoto relim 

Ift te hAseegemste jlouseMf ™ 


Chapter B A - 

Mutual Fund, Ventura Capital, Ufa Insurance Policies 0 n* -*™ 
And AITS 


Jensen • Alpha Ratio 

It maaiiaai tne O fttrfHu# twKwoeo the return actual* 
frcm the portfolio concerned at lha various fcuete erf re* 

JwMfl i Alpha Ratio • (Return on Portfote - Expected reSumi f op 


op • rp - (d * Bp (rm • rffl * Jan s en s Alpha 

[>p * Pcrffc*© bate 

rp * Eapacted total portfolio return 

rf * Rite flee rate of return 

an ■ marsei return 


» return sap 
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Tnrynor Ratio 

V la a ramad to vutawty ratio II a If w ratio of portfofeo bate i a iaf»o of nat piamtum au lha iCMdtei of 
iteurna 

Traynor • Ratio (TR) • (rp ■ rf| l Pa 
Whara 

I pp • aapaiteiJ lahan an tha pnrlfcdo 
! if ■ rtt» haa »ata of ralum 

| yodtelo bate — 


Fama a Mat Satecflyltt RaPo 

Tin* i«|h. anaryaia m iiamad aftaf Eupana Fama Oanrto pad » to maaaura oxarte partwma rKa gr 

tt« fuu through an anal*** framaaorV TMa fraifumorti oonaaMfa **• Oat^a of a Njnd'a padtamanca 
or notch* comgonanii of hrMa part o m ta ne a 

Famaa nat aaiacwvrty - rp-(rf ♦ |op/ am) (mi • rf]\ 

*p • partfafco bate 

rt * naa fiaa rata of nalum 

it* ■ arpatted mata mlum 

up - atandafll UavUiOon af portfcao nMurn 

am « standard davtaeon of martial mda« atum 
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AIF a Cone apt, Type*. 


m 


ssas 


HAJFa» 


I air maana any fwmd attaMunart in mdia m lha *wni<4atiuii com pany 
. . ,, | | lft , ni ^, . tn/i • * nniaah <x«olad iumlNHil waheia that cofact hum irimliJi anaina* 
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Tht Net Pminl value at i pruned • tM ion of tne pnani *eKiee rf el (ho < 
and nogoflfwe j that era aapadod Id H» OVOf fie Me off the prefect 


KPV rule* t*y 'll life noi pneeorrt r% poearei the picoact a #m am I d neg**e <• ■ autodali* A 

i project «Uh hgh ef NPV a preferred wtw Ihere ora alrana trvoo raratfPto 


,V< I* 


In i/k »//»•%' vMtw+nt 


• !■♦#• I 


rrm e* MT>* r*ie of ’Mum (tWR| on • project » 9 » » 1 ^ fl ** «»**•• •* (y *** n ‘ w,lM * * ** 
d*co uraed not cosh flowe on the protect to «—ctty rmx> — M - 


TtraTRRa«no^ra^^lnmony«^«a »» crfenoo far pcotod one 

•vahMitmo tor several wion# ^ ^ onoteci nee • ration 

M4o* the *RR then the o«iect hm toe' ">“>•* 

, s^nnd, unlhe HCX and ROE M MR el . — «F *" 

rot tm then account period avvigw " - 1 
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=rnrn=m m — - 3 , _ nMnytwmo ot dim % rale o# m*jn\ m mrinfl ot »e-mn* 

Under tfm method eerier c*«h fl^J^nsra^ w 

I - trt» at «m.di oraoorQ veiuo of t * fmr * 1 "T ...Z — 


Preference of iMOdM f 


I irwtoinveirt onolyefe 
* undtecounted in^hotJe »g»> IRR ■ p«te™tite teWV 

a at needle oho edcpfed m tome ceoet 


Uee of multiple onnduetion meewdi in wo»« 

__ p-Mnrt metfrKl e» eu«fe»*raniory to Oecnunted Method* to» 

Some enefyot* uee WO w* Poytrace ffenod metroil *» *u^ 

eome predret pwrpoeee ^ 

^ ^ tr- •everei acmhewn**'’ of f end « d 

vm* iff** lector lat> * 

Preeent »* u * llrtf1nr nrrrttfer— —1 ariutiMM — 
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Menopomcni Information System 


teg 


MratTtac^dno.MM.tKX.I 

infomvMion iAlMK UMd to tomoene* »»>' nhirence *0 1,1011 


ormattoo System 


MIS » *r it vmtmi M*-m*tm* (oonrputari »y«Mn< <* 8 «' 9 r « d fol Pending 'nformanon to *14100" 
tundlonal proce** »id control management prooew and oonW and <»»CMton mataoo «*<>“•» 
large organisation 


"^T^T.y^m ma, be d.ftoed » • «• °» rt- 1 -ato.J tha. opaMa edMd.«ly to . 

accompttsh •ome common purpose or goal .1 

— — — — — 

"7^7t*n, can b* 4wM and daramposad ito *ma»er *y*«rti. or .ubeytoarm tuch » M'S TSS and 
DSS in information §ys*am n an organa “* 



A uMyiM can be further dNKtod toto hrrttw wuMler «ubey»lain» *»*ch "jay 
Such proceaa of oeding the *y*tam into amaltar »y»lem ■» tounxn d*ccmpo«rtioncl»a *»«*"' 





; | a tfffa 4Ny naw 

Chapter 11 / 

■ 

taveea wi Mm 

Management Information System V 


6 =r 



Deterministic aystem 


A system which operate* m a pn>dctabl« manner a termed a* deterministic system 


Probabilistic system 


PfObaOdcstic System can be described in terms of probable behavior and rest* wttn the probabtty of 
certain degree ut error tn me system 


Transaction Process System (TPS): All business activities such as purchase, production 
marketing sales, delivery accounting, investment, peymonts etc rwotves transactions and 
transactions need to be planned, programmed organised managed, administered and manoulated ettb 
proper information system so as to manage the organisation according to the corporate plans and 
I targets The systems related with the transactions are catted Transaction Process System 


Decision Support System (DSS) « aimed at assisting management <n solving precis m unique or 

non-routine nature It helps the manager to identify problem m advance, find alternative methods or ways 
in solving the problem and then selecting the best method of sotong the problem , 
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Characteristics of an MIS 


Following are the important characteristics of an effective MIS 

I V^mq^rt I 

Oreertes 1 

utfwtea 

Integrated 1 
Syelem 

| Flow of 1 
1 common 1 

| data 

I Compularu 1 

[ ed I 

1 Datatiaea 1 

I Sut>-ay»|»«n 1 

| Bated 

I loop-term 1 1 

I Pteoomg 1 

Pie- 

wqideitee of an MIS 
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Disclosure Norma For Ufa and Non-life Inaurance 
Companies 


Importantly the international Association of Insurance Supervisors (IAIS) has also dee* with venous 
aspects ***** to pubic disclosures by insurance companies through issuance of Guntarv * P; 
Standards and Principles 


• ■ ... . 


T he LAIS has las) emphasis on supervisory bodies ensuring that the disclosures by the incumbent 
regulated entities are relevant. trnety accessible, comprehensive and meaningful reliable comparable 
and consistent over time 


In ICP 26 Information disclosure and transparency towards the market, one of the 28 core pnnoplot of 
standards and oodes m place by lAIS proindes that The supervisory authority requires insurers to 
dis clo se relevant information on a timely basis order to give stakeholders a clear view of their 
business activities and financial position and to facilitate the understanding of the risks to which they 

are exposed 

Regulations notified and senes of Circulars / guidelines issued by the Authority (IROA) provide 
regulatory framework of disclosure norms for Insurance sector in India 
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Guidelines on Periodic Disclosures: (IRDA Circular dated 9-4-2010) both for life and 
non-life 


In txder to have uniformity among the usurers on disclosures and to clarify the doubts raised by certain 
insurers and other stakeholders Authority provides the following giadelmes on periodic disclosures 


insurers are not required to display last 5 years data on quarterly/ half yearly basis. This clarification 
apples to disclosures pertaining to geographical distribution Claim Aging/ quarterly Claim data 


Tie information for last 5 years will be based upon the audited statements Investment dote are to be 
disclose m Investment Forms (NL 38 ML 28 NL 29 NL-J5. NL- 37) for non-life insurance end (L-28 L* 
27 1-28 l- 33 L-34 & I 35) for Life Insurance Companies 


L 


PC 89 Management Accounting 



Chapter 12 

Disclosure Norms For Lite and Nonlifo Insurance 
Companies 


I claims on 


Disclosure In resp^r, of Motor OD TP break up b) R#portJf , 0 of pfl>m(um ( 

gross basis 

(a) Motor OD TP break up: 

As cianfied by IRDA Guidelines, tbs breakup of the motor segment into Motor 00 and Motor TP may 
be furnished from 2006-07«nd pnor to 2006-07 the company may furnish the aggregate figure 
without any spit of Motor OD and Motor TP separately as this was not a requirement pnor to 2006-07 

(b) Reporting of premium and claims on gross basis: 

Tho information for the previous year may be furnished on net basis as accounting regulation requires 
fbe premium and clams to be reported on net basis However from 2010-1 1 and onwards the same is 
required to be reported as per the format prescribed 
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L-4-A RA Revenue Account for publication 

In order to mrwn.se the pubkeetion costs, the toiowtng is decided aa regards newspaper pubheabort 
— - - ir ■ iima k raairds imes of Health me y be climbed if'ile 

'tS^nSytoST^tor.he Annurty m«be ctubttod wrth 

Breed heads Ufa Pension pension (of (isclosurs purpose Non lmked hiSir** 5 •• 

end Gtoup II J 

Disclosure of 1" end 3- quarters Is required to be hosted on website 

.rjurmd out bv el least by ona Of the |»nl eucktorsi shoutd Be Put*****!" 

Half • yeeft * Imted review (Cannw oin uy * _ ^ ^ ^ k a k kAl i andino 3 1 - March 

. 7,. A-a naufi nnrf 1 ' Half yearly publication is not required for tne < Y 9 ** J*v" if. fc,, 

Watwita and < Abridged version) and webwte Tme Imae «or 

i Y nor -ended data also requae pubscaoon in newspaper* i 
publication *t9 be as laydown by the ciroder ___ ) 


tC tt M«rt»u»m«nl Accounting 




i 




.) 


Chaplor 12 

Disclosure Norms For Ufa and Non-Ills Insurance 
Companies 


h) NPA Ratio 

In case of life Insurance the reference of data will be as per sec (d) of Appends D of Appointed 
Acluary s Annual Report In case of Non-life insurance, the same will be computed as per the norms 
specified by RBi from time to time 

Insurers may display the ratios of the pest 5 years as per their audited financial statements wtth the 
basis of the computation of the ratios However the ratios from the yeer 2009-10 need to be computed 
strictly as per the definition given in the circular 


Items to be Reported 


It is clarified that the clems shown In the Cash flow statement are Ihe miromum. which need to be 
reported The insurers may indude any other Items, which they deem fit 
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L-7- Benefits Paid 


6- m 


Periodical Benefit* »t • confirmed that (t covers survival/ money policies However mtormeOon for 
pwious years needs not to be re-classified Any benefit paid on account of survwaV money bac* 
pO»riee needs to be ciasstfod prospectively under this heed I 


L-39 Data on Setttement of Ctalma 


Incase of surrender the compulation of ageing of data will be from the date of appacahon of surrender 
to tha date of sattismant of tha claim \ 


Schedule Rafsrencst 


c rf .^ t .u, ,ni*tnnr*% are only to comply with circular of pubic disdosucaa R w* not chwng* 

I2SI5 i&ZSTtf S3 ItoSe* aietoment to be prepared under Accountmg ReguMm 
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L U RA- FufKl Rnen" 

II 10 «r*od TN. to *»« 

Liatvttis* and to»Lw*ad llatrfMiss *s again*! ^Srost inchested in ihe Regulation* 


L1A-RA Other Investment* 


head* ■ United 


in Schedule L-lA-RA The said schaAile » 


There cs no net. line Horn ‘Other Utveelrosnte Income' m SCfiac M S 
•^naer lo the ayrespondmg A-RA prescftied m Regulation# on Financial Statement. 


L*M and 1*31- Related Party Transaction* 


Ottctoeure *• ragweed tor el related party 
Financial Statements 


tnanudon* <•• net AS -181 as roooroO 0 * Ro»it»lion» on | 
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L-36 Premium and No of Lives covered by po&cy type 
e) l '36 Premium end No of Lives covered by policy type 

Please reler pare 6<rv) of above A Mpersie oscular governing the venous aspects at group bueress atf 
be issued THi such tens the osursr may no! use annuetaad prerouro for group laid business uto 
gretiafv leave encashment and tupsrannuattng 



b) 1*36 Prsmium end No of lives covered by policy type: 

Premium (aba given n the fnmi a 
tie same 

0) When the premium is required to be taken on annualised basis: 

Nuffde* of lives mil nave lo be covered once Repetition erf miirbei erf Uvea on other than ei arm ud 
premium payments i must be avoided 

d) Whether data required up«o date eqpuftee the cumulative year to data only 

Column headings of me tom ctnaity svfcate the requesmenl up to 
raqueed to (meh edormelion ucctnJiigti 

I cm Me i 
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Ha cir.tf about wt*»»f /r^i, 


you W4 


atwn you invest in debt 


i "Ml pnxkict* U*» lh* hon • »haro o« an irxJivwW* invttMmnr* portfofco Tha investor* need to 

u,<i*.kM tout mportaftl factor* tn Itum mvottmonl rtoonnn* even tor Futad-tncoroe option* Those tour 
important factor* are 


Security 

content 


(teat risk 


Return 


Liquidity 


Taxability of income 


Degree of safety and security vary from one fixed income product to other 
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Important Consideration* In Portfolio Management 


1) Real return 

Donl ignore the impact of inflation when considering debt investment* Even though an 8*w 
return may appear decent, inflation it silently eroding that return rt's Important to pay attention to 
real returns rather than juet nominal returns, 

2) Default risk 

Certain debt instrument* carry a default nsk, meaning that the issuer of the instrument may not 
be m a position to return your principal at the time of maturity White bank fised deposits are 
nearly risk free investments, others such as company ftxod deposits*, debentures and bonds nr * 
expo sod to default risk 

3) Interest-fate risk 

If you invest In bonds or bond funds, you have to be mindful of the Impact of interest rote 
movements on your Investment Bond prices move inversely to interest rates So when rates 
nui bond prices fail, which In turn bong* down the NAVi cif debt funds Longer tenure bonds are 
more sensitive to interest rate changes than short-duration ones It Is advisable therefore to 
invest in longer duration bonds if you expect Interest rates to fall and avoid them when rates are 
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Chapter 14 

Foreign Exchange Market and Management of 
Exchange Rate 


Indirect Quotations 

It * a quotation m which domes!* currency of a country is treated as base currency against the 
foreign currency 

It is also known as quantity currency More specrficaly an indirect quote «s the foreign currency pnce 
of one unit of home currency 

Example 

Re 1 * VV60) is an indirect quote 

Direct and indirect quotes are reciprocals of each other 
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Bid is the price at whch the dealer a willing to buy another currency 


The offer * the rate a! which dealer m w*ing to M (t another currency 


h is impSed rhet when a dealer buys a currency h/will at tke seme ten* 


The difference between bid and offer it ‘Spread 
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Structure of Foreign Exchange Market 

'jTHtgn Exchange Markets structurally differ from stock markets 

i! m divided into two basic <evets on the basis of transactions in the market and access to ft The first lever 
of the market a occupied by the inter bank market comprising commercial bank, investment bankers 
central banks and Non Banking financial institutions of countries, while the other level consists of small 
banks, MNCs. hedge funds and retailers 


Agam the exchange market can bo divided Into a whole sale segment and the retail segment In the 
whole sale segment inter bank dealings are earnod out In the retaisegment the travelers can 
exchange currencies of one country for that of the other The size of the whole sate market is much 
greater than the retail segment 

The venous component of the stricture of the foreign exchangn market are precisely mentoned below 
0 Banks 
x Central Bank 
> MNCs 

* Hedge Funds 

* investment Bankers 

e feetatf Foreign Exchange Traders 
+ Non Bantmg Financial Competes 

* Money T rantfer Companies 
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Chapter 15 

Financial Risk Management and Derivatives 


l"te This chapter discusses about Financial Risk Management and concept of derivatives, an 
■ riMyc a i study about different types of financial derivatives and their unlit** 
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A future* contract differs from a forward contract m that the future* contract • a *tanden**e«l 
Mntten by a dewing house that operates an exchange where the contract can be bought and *o« 9m 
forward oontrad • a non-standanteed contract written by Ihe parlies them serve* 

Some ot the most popular assets on which futures contracts are available are eou*y tlocfc* mthce* 
commodities and ^ ^ 

Marking to Markat 

A futures contract specifies a trade taking place m the future and the futures exchange inttrtubon acts 
as intermediary to minimise the risk of default by either party The exchange requires both parlies to put 
up an initial amount of cash, called Margin Since the futures price wt# generally change daily the 
difference In the poor agreed-upon price and the deity futures price is settled daily also ( variation 
margin) 

The exchange wiH draw money out of one party* margin account and put it into the other's Account so 
that each party has the appropriate datfy loss or profit If the margin accoixtt goes below a certain value 
then a margin call is made and the account owner must replenish the margin account This process is 
known as marking to market 





